This paper will examine the control of fractional reserve limits in the United Kingdom. It will first state the international context; second, the requirements for auditing banks in the United Kingdom; third, the teams involved in such auditing; fourth, the accounts produced for submission to a regulatory body; and fifth, the daily balance that banks provide with a discussion of stress testing. Lastly, conclusions will be drawn and recommendations made.
In addition to rules concerning the calculation of capital in relation to credit, market, and operational risks, in line with Pillar 2, financial institutions are required to demonstrate to the regulator that they have internal risk assessment and management information systems in place to efficiently assess their economic capital requirement (Deloitte, 2013) ; this is known as ICAAP (Internal Capital Adequacy Assessment Process).
ICAAP is a procedure ensuring that executive bodies "appropriately identify, measure, aggregate and monitor the risks incurred by the institution it ensures they possess the capital coverage determined by internal regulations that is sufficient for the fundamental risks the institution is exposed to, and also have an adequate risk management system in place, which they continuously develop in accordance with the risk factors identified" (Bnm.gov.my, 2013) .
THE REQUIREMENTS FOR AUDITING BANKS IN THE UNITED KINGDOM
All banks (that is deposit taking institutions) are governed by General Prudential rules (GENPRU), and banks, building societies, and investment firms are also controlled by BIPRU rules in the United Kingdom. These are shown on both the PRA website and explained in more detail on the FSA website. In order to comply with ICAAP, rules on bank auditing regulations are followed in the United Kingdom. Obviously, this is for the UK only. The SEC/OCC will have similar regulations for the US, and other countries have their own rules. Thursday, 27 June, 2013, January, 2014 (European Commission, 2013 . CRD IV is made up of the Capital Requirements Regulation (CRR), which is directly applicable to firms across the EU, enshrined in the framework of the CRD, which must be implemented through national law (bba.com, 2013) .
There is also standardisation of regulatory requirements across the EU including the UKproduced by the Capital Requirements Directive (CRD). The Official Journal of the EU on
Requirements are included for quality and quantity of capital, new liquidity, and leverage. There are new rules for counterparty risk, macro prudential standards, including a countercyclical capital buffer, and further capital buffers for systemically important institutions. There are also new rules on corporate governance, including remuneration, and it introduces standardised EU regulatory reporting, referred to as COREP and FINREP. COREP covers consolidated, sub-consolidated, and solo reporting of capital requirements and own funds based on the original CRD. FINREP covers financial reporting for credit institutions that use International Financial Reporting Standards (IFRS) for their published financial statements. These reporting requirements demand that supervisors need to be informed by firms in areas such as the extent of their own funds, large exposures, and also the extent of liquidity (PwC.com, 2013) .
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THE TEAMS INVOLVED IN AUDITING THE ACCOUNTS PRODUCED
A big bank (or indeed insurance company under similar rules called Solvency II) will have a dedicated external audit team (i.e. statutory audit) from KPMG or another suitably qualified external firm more or less permanently on site. The Prudential's team for example, though much smaller and simpler than a big bank, goes up to circa 50 people at busy times, and is around 10 people at its smallest. Nearly all institutions use one of the "big 4" (KPMG, Deloitte, E&Y, PWC) and because of the cost and complexity of the audits, banks have historically hardly ever changed audit firms; there is an on-going political/regulatory debate whether to force such changes; the regulators feeling that the relationships have become too cosy and that management can pull the wool over the eyes of the external teams, but there are counter arguments, however. Knowledge of a firm's modus operandi can often lead to better, more accurate and faster auditing. The Financial Recording Council, the FRC, (2013) checks the work of each of these regulators and acts as a watchdog on shoddy or dishonest auditing.
Audited accounts are normally produced quarterly as a public market listing requirement. Regulatory balance sheet returns under the ICAAP, which are not published, but are the calculation of regulatory capital, by risk weighted assets, and will be submitted to the PRA on a frequency agreed with them, but at least quarterly and often monthly on a 'pro-forma' basis. These are termed the Minimum Capital Requirement Calculations. This submission is subject to a further analysis known as The Supervisory Review and Evaluation Process (SREP). The regulatory return would be formally audited by the external team at least annually, or on another significant event, for example, a merger or acquisition. Liquidity regulatory returns will probably be submitted more frequently, e.g. weekly; the rules in this area have been much strengthened and changed over the last couple of years, witnesses BIPRU (Banks, Building Societies and Investment Firms Handbook) in chapter 12 (and also in the PRA Handbook). The Prudential Regulatory Authority has the authority in the United Kingdom to require banks and other lending institutions to hold whatever amount of capital it sees fit and can require them to do so (see BIPRU 2.2.14 below in the SREP in More Detail section). The recent countercyclical buffer is merely a formalisation of this process, although it is clear that to protect investors any level of capital may be required (Financial Conduct Authority, 2013a) .
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The PRA is not specific in the exact format that an ICAAP must take but it must undertake certain defined items. According to the PRA Handbook, the BIPRU three criteria are relevant, namely those of 2.2.5 to 2.2.7, all of which are quoted below. These require a bank to:
(1) Carry out regularly assessments of the amounts, types and distribution of financial resources, capital resources and internal capital that it considers adequate to cover the nature and level of the risks to which it is or might be exposed (GENPRU 1.2.30 R to GENPRU 1.2.41 G (the overall Pillar 2 rule and related rules);
(2) Identify the major sources of risk to its ability to meet its liabilities as they fall due (the overall Pillar 2 of the Basel III directive rule); (3) Conduct stress and scenario tests (the general stress and scenario testing rule), taking into account, in the case of a firm with an IRB permission, the stress test required by BIPRU 4.3.39 R to BIPRU 4.3.40 R (stress tests used in assessment of capital adequacy for a firm with an IRB permission); (4) Ensure that the processes, strategies and systems required by the overall Pillar 2 rule and used in its ICAAP, are both comprehensive and proportionate to the nature, scale and complexity of that firm's activities (GENPRU 1.2.35 R); and (5) Document its ICAAP (GENPRU 1.2.60 R).
BIPRU 2.2.6
Where a firm is a member of a group, it should base its ICAAP on the consolidated financial position of the group. The group assessment should include information on diversification benefits and transferability of resources between members of the group and an apportionment of the capital required by the group as a whole to the firm (GENPRU 1.2.44 G to GENPRU 1.2.56 G Application of GENPRU 1.2 on a solo and consolidated basis: Processes and tests). A firm may, instead of preparing the ICAAP itself, adopt as its ICAAP an assessment prepared by other group members.
BIPRU 2.2.7
A firm should ensure that its ICAAP is:
(1) The responsibility of the firm's governing body;
(2) Reported to the firm's governing body; and (3) An integral part of the firm's management process and decision-making culture." (Financial Conduct Authority, 2013b)
THE ICAAP IN PRACTICE
Although there are no 'standard formats' for ICAAP documents, by analysing a sample ICAAP document it can be seen the approach used seems to be effective by identifying a list of likely risks and highlighting the implication for the capital plan of the organisation based on regularly assessed risk capital calculations. The main objective of the ICAAP document is to analyse external and internal requirements based on the bank's core business and the prevailing and likely operating environment for the financial services sector. The document is tightly focused on the importance and impact of the capital adequacy of a few select factors that have been quantified and translated into risk requirements. These factors are:
Credit Risk
Market Risk
The Risk of Interest Rate Mismatch
Liquidity Risk
Operational Risk
Strategic Risk
Concentration Risk
Reputational Risk
Legal Risk
METHODOLOGY RATIO PRODUCED OF CAPITAL RISK ALLOCATION
A set of balance sheets is defined, for example, those from 31 December, 2003 to 31 December, 2010. Another detailed set of management accounts are specified along with their dates from which more detailed analysis can be taken. Lastly, the dates over which the capital reserve is expected to be adequate are specified along within ratios produced.
Four elements are important (State Bank of Pakistan, 2013a). The first is capital adequacy calculations using a specified standard approach approved by the auditor and the regulatory body. This is often called the Baseline Capital Estimate and is the same as the Minimum Capital Requirement calculations submitted to the central bank usually on a quarterly basis. The second focus is capital required by components that have almost no normal deviation from a standard mark given the present monetary environment; for example, consistent charges that must be paid. This is called the Standard Capital Requirement. The third layer is capital that may reasonably be required in the future. Despite this layer of capital not being at present utilised, it is felt likely that in the next twelve months it will be. This is known as the Expected Capital Requirement. The fourth layer is based on expected best and worst case annualised earnings and profitability analysis by stress testing the credit book. This is called the Critical Capital Requirement. While the second and third layers are provisionally based, the last layer is driven by stress on capital caused by expected and unexpected losses. Thus, the total capital requirement used for internal capital adequacy analysis is the maximum of the first two layers and the sum of the last two layers. Though it is unlikely that all of the four layers will sharply change in the near future, the comparison ensures that capital is compartmentalised and not double counted. In fact, a form is used to simplify the process, and it can be produced on only one sheet of paper (State Bank of Pakistan, 2013b, p. 11).
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THE ALLOCATION OF MARKET RISKS TO CAPITAL
The baseline capital estimate is not assessed for risk but just a careful audit of the capital of the bank. The second layer is analysed with recourse to a Value at Risk (VaR) estimate of a 55% level of confidence with a 10 day trading horizon and 365 days of historical data. A risk analysis undertaken on the third layer with reference to historical experiences and current trends using the volatility and historic performance of the bank's market risk portfolio. This layer is also driven by a Value at Risk model. The percentage used is now much higher and calculated at a 99% VaR rate assuming a 10 day holding period and 365 days of data. The fourth layer is based on stress testing the third layer. While Value at Risk (VaR) gives a threshold beyond which losses are less likely to occur, the fourth layer estimates the capital requirements if this threshold is breached. This is sometimes called profits and liabilities (P&L). The final layer is based on a carrying cost analysis of the entire investment inventory and a comparison of the historical income generation of the entire portfolio minus all these carrying costs. For ICAAP the sum of the regulatory charge (that is the costs of holding the said investments) and an internal model based approach anticipating the market risk capital requirements charge (IMA charge) is used. The expected and critical condition capital charges are then added on. This approach was approved by the BIS in April, 1995.
ASSESSMENT OF INTEREST RATE MISMATCH CAPITAL ALLOCATION
This is when for example a bank uses a one year deposit by an investor to fund a 10 year investment which will not have matured in time to pay the depositor back. The longer 10 year investment could be impacted by different interest rate fluctuations than the shorter. The bank may gain or lose equity on this strategy, which is sometimes necessary as due to the different terms of money it receives and invests.
Internal capital adequacy calculations for interest rate mismatch risk include the following components. A Capital at Risk charge based on Market Value of Equity calculations that use duration gap estimates to discover the net change in shareholders' equity due to interest rate movements (for example how much they would gain or fail to be able to be paid back from their deposit) on account of balance sheet mismatches. This charge is also compared with an Earnings at Risk charge based on Net Interest Income at Risk calculations that use the worst case interest rate shock to determine the impact of interest rate movements on the earnings of the bank. This analysis is more highly developed in stress testing as shown below.
The BIS building in Basel.
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LIQUIDITY RISK CAPITAL ALLOCATION OPERATIONAL RISK CAPITAL ALLOCATION
The cost to close and liquidity gap that is to render such a gap zero and calculations to assess the overall impact of a liquidity crisis on our balance sheet and capital adequacy levels are used.
A basic indicator approach to allocation of operational risk capital for operational risk exposures is used. That is identifying particular operational exposures per bank branch or indeed exposure to certain well-known areas such as foreign exchange fluctuations from a pre-formed list that could indicate a certain level of risk.
STRATEGIC RISK CONCENTRATION RISK CAPITAL ALLOCATION REPUTATIONAL RISK LEGAL RISK
This is concerned with the probability of market fundamentals changing so the investments of the bank have a reduced value. This is far from predictable but seeks to measure risk in the longer term, perhaps in the long-term desirability of some type of investment over another. The risk to the bank is partially related of course to the concentration of these assets.
Concentration risk is the risk of having too many investments in one sector of the economy or indeed one firm. Many firms use the Herfindahl-Hirschman Index (HHI) to determine the size of firms relative to the market and the degree of competition in that market. This is used to calculate concentration level risk over reporting periods by sectors and counterparties. As the index crosses certain thresholds, certain portions of capital are allocated to support those assets which may be in sectors that are in certain specified levels of competition intensity. An analysis can also reveal the degree of 'skewedness' of the whole portfolio and aid in appropriate diversification. This is the risk that a series of bad or below par deals will render the bank a bad investment. This is very difficult to budget for, however a valid series of internal checks and balances should be enough to reduce the risk of this happening. Included in this area is the risk of fraud or rouge elements in the management and operation of the firm.
Assessments may also be made as to the loss to a banks reputation and legal costs following any debacle or regulation change. This is very difficult to calculate except after a specific occurrence and has therefore been left out of the example that follows.
The results of such analysis are then displayed in table form as below. Although these figures are an example the same areas in a similar format would be produced in the United Kingdom. In the actual ICAAP there is extensive accompanying text. The actual quote is from financetrainingcource.com, but based on a real bank.
Layer Four -
Put Premium
1,250,000,000 100,000,000 
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The requirements of a SREP are defined around BIPRU sections 2.2.9 to 2.2.15. The appropriate regulator (in the United Kingdom, the PRA) will review a firm's ICAAP, including the results of the firm's stress tests carried out under GENPRU and BIPRU, as part of its SREP. Provided that the appropriate regulator is satisfied with the soundness of a firm's capital assessment, the appropriate regulator will take into account that firm's ICAAP and stress tests in its SREP (Financial Supervision Commission, 2009, p. 5). If not satisfied, it can demand another ICAAP is completed or modify the existing ICAAP. Further material on stress testing for a company with an Internal Ratings Based (IRB) permission; that is, banks using a system approved by regulators to judge their solvency risk under stress scenarios, can be found in BIPRU 2.2.41 R to BIPRU 2.2.45, and particularly in G.1 BIPRU 2.2.9.
The SREP is a procedure under which an appropriate regulator:
THE SREP IN MORE DETAIL
(1) Reviews the arrangements, strategies, processes and mechanisms implemented by a firm to comply with GENPRU, BIPRU and with requirements imposed by or under the regulatory system and evaluates the risks to which the firm is or might be exposed;
(2) Determines whether the arrangements, strategies, processes and mechanisms implemented by the firm and the capital held by the firm ensures a sound management and coverage of the risks in (1); and (3) (If needed) requires the firm to take the necessary actions or steps at an early stage to address any failure to meet the requirements referred to in (1).
The following BIPRU rules quoted from the FCA handbook explain the exact role of the regulator.
BIPRU 2.2.10
As part of its SREP, the appropriate regulator may ask a firm to provide it with the results of that firm's ICAAP, together with an explanation of the process used. Where appropriate, the appropriate regulator will ask for additional information on the ICAAP.
BIPRU 2.2.11
As part of its SREP, the appropriate regulator will consider whether the amount and quality of capital which a firm should hold to meet its CRR in GENPRU 2.1 (calculation of capital resources requirements) is sufficient for that firm to comply with the overall financial adequacy rule.
BIPRU 2.2.12
After completing a review as part of the SREP, the appropriate regulator will normally give that firm individual guidance (individual capital guidance), advising it of the amount and quality of capital which it should hold to meet the overall financial adequacy rule.
THE CONTROL OF FRACTIONAL RESERVE LIMITS IN THE UNITED KINGDOM BIPRU 2.2.12A
As part of its SREP, the appropriate regulator will also consider whether a firm should hold a capital planning buffer and, in that case, the amount and quality of such capital planning buffer. In making these assessments, the appropriate regulator will have regard to the nature, scale, and complexity of a firm's business and of the major sources of risks relevant to such business as referred to in the general stress and scenario testing rule. Accordingly, a firm's capital planning buffer should be of sufficient amount and adequate quality to allow the firm to continue to meet the overall financial adequacy rule in the face of adverse circumstances, after allowing for realistic management actions.
BIPRU 2.2.12B
After completing a review as part of the SREP, the appropriate regulator may notify the firm of the amount and quality of capital which it should hold as a capital planning buffer over and above the level of capital recommended as its ICG. The appropriate regulator may set a firm's capital planning buffer either as an amount and quality of capital which it should hold now (that is, at the time of the appropriate regulator's notification following the firm's SREP) or, in exceptional cases, as a forward looking target that the firm should build up over time.
BIPRU 2.2.12C
Where the amount or quality of capital which the appropriate regulator considers a firm should hold to meet the overall financial adequacy rule or as a capital planning buffer is not the same as that which results from a firm's ICAAP, the appropriate regulator usually expects to discuss any such difference with the firm. Where necessary, the appropriate regulator may consider the use of its powers under section 166 of the Act (reports by skilled persons) to assist in such circumstances.
BIPRU 2.2.13
If a firm considers that the individual capital guidance given to it is inappropriate to its circumstances, it should, consistent with Principle 11 (relations with regulators), inform the appropriate regulator that it disagrees with that guidance. The appropriate regulator may reissue individual capital guidance if after discussion with the firm the appropriate regulator concludes that the amount or quality of capital that the firm should hold to meet the overall financial adequacy rule is different from the amount or quality initially suggested by the appropriate regulator.
BIPRU 2.2.13A
If a firm disagrees with the appropriate regulator's assessment as to the amount or quality of capital planning buffer that it should hold, it should, consistent with Principle 11 (relations with regulators), notify the appropriate regulator of its disagreement. The appropriate regulator may reconsider its initial assessment if, after discussion with the firm, the appropriate regulator concludes that the amount or quality of capital that the firm should hold as capital planning buffer is different from the amount or quality initially suggested.
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The appropriate regulator will not give individual capital guidance to the effect that the amount of capital advised in that guidance is lower than the amount of capital which a firm should hold to meet its CRR.
If, after discussion, the appropriate regulator and a firm still do not agree on an adequate level of capital, the appropriate regulator may consider using its powers under section 55J of the Act to vary on its own initiative a firm's Part 4A permission so as to require it to hold capital in accordance with the appropriate regulator's view of the capital necessary to comply with the overall financial adequacy rule (Author's italics). In deciding whether it should use its powers under section 55J, the appropriate regulator will take into account the amount and quality of the capital planning buffer which the firm should hold as referred to in BIPRU 2.2.12A G and BIPRU 2.2.12B G.1 SUP 7 provides further information about the appropriate regulator's powers under section 45.
(Financial Conduct Authority, 2013c)
THE DAILY BALANCE OF A BANK AND ITS ASSOCIATED PROBLEMS
A bank will balance its books every day in practice; this is how it determines its daily funding need; obviously balancing is more tricky when you operate over multiple time zones, as nearly all banks do. Decisions have to be made about whether you operate as one pot or a number split, say by time zone or operating unit, what time is cut-off in each pot, what currency is base or do you balance and fund each currency balance sheet separately, which source of exchange rate do you use? There is unfortunately no standard agreement. The rates of real interest on some temporary investment accounts in different countries are also an issue upon which there is no agreement (Draper, 2013) .
Some standardisation of banking regulation is underway, but only in certain areas, and particularly in the EU where a single Unitary
Banking Authority is proposed. This, however, seems only to concern restructuring banks after problems have already occurred.
In July, 2013, plans were detailed for an authority that will be responsible for winding down any of the Eurozone's 6,000 banks by the European Union. Under the Single Resolution Mechanism (SRM), a new body will be given power to close or restructure any Eurozone bank. This would supersede the regulations of all current national bodies. Critics have warned that this new arrangement may mean national governments being required to hand over taxpayers' money to help rescue banks (The Economist, 2013a). Indeed, the core capital recently suggested by the ECB is well in excess of current Basel 3 requirements (The Economist, 2013b) Under the SRM, a 55bn-Euro fund will be created and paid for by levies on banks. Germany, the largest Eurozone economy, however, has objected to the creation of a single controlling authority, stating a new European treaty would be required and take years to agree (Tandem Post, 2013) .
Stress tests are also imposed by national regulators, in the UK this is the PRA. A second round of stress tests is being coordinated with national supervisory authorities, the European Systemic Risk Board (ESRB), the European Central Bank (ECB), and the European Commission; approximately 90 European banks are participating. Such testing involves running scenarios of different rates of interbank lending and different asset price fluctuations in order to ensure that the bank can remain solvent and prevent a run on the bank with its current asset and liquidity structure. The frequency of stress tests has not yet been determined, and may be a matter left up to national regulators (Pilbeam, 2010) .
STRESS TESTING CONCLUSIONS
According to Edmund Burke (1729-1797), "nobody made a greater mistake than he who did nothing because he could do only a little" (Morley, 1907) . This is certainly the case of bank regulation where any defined and trustworthy effort that yields reliable information reduces the risk of bank defaults and fraud. The question is whether systems of historically incremental regulation can be replaced with a more effective system, and whether such a system would be too monolithic and inflexible to be fit for purpose. Basel I, II, and III make a start in this area, and the adoption of ICAAP and SREP by a wide variety of countries is important progress.
The problem with such a system is that the relevant assessing quality, the "regulatory authority", is a national one. Penalties and assessment methods and timescales vary according to each jurisdiction. Even more confusingly, reporting methods vary according to the audit agency and the situations they describe.
In February, 2009, US Treasury Secretary Timothy Geithner stated two key problem areas: "Our financial system operated with large gaps in meaningful oversight, and without sufficient constraints to limit risk. Even institutions that were overseen by our complicated, overlapping system of multiple regulators put themselves in a position of extreme vulnerability. These failures helped lay the foundation for the worst economic crisis in generations" (Author's italics) (Jickling and Murphy, 2010 ).
Yet little seems to have changed as the debacle, over the $5.8 billion loss suffered by JP Morgan due to the actions of Bruno Iksil (also known as "The London Whale") shows that United Kingdom and American regulation still periodically clash and lack necessary cooperation and reciprocation (Calpen, 2013) . There
is not yet even a standardised database of world banks, only a very incomplete and embryonic one (thebankerdatabase.com, 2013) .
One area of concern is the weighting on risk based assets which Basel III leaves up to the banks themselves. The credit rating agencies, notably Fitch, Moody, and Standard and Poor (as well as those smaller agencies which are given regulatory credence in other parts of the world) have been found to have produced inaccurate assessment of the credit risk of certain organisations. This could obviously have disastrous implications for the solvency of a bank if not carefully observed.
A further serious flaw is that the bank rules, even just in the United Kingdom (GENPRU and BIPRU), apply only to all authorised deposit taking organisations. Deposit taking is the traditional feature that distinguishes a bank from other financial institutions and is what a bank is authorised to do that others are not (many others lend money in one form or another, and many perform at least some measure of maturity transformation). Deposit taking can be retail or commercial/wholesale; there are some different regulatory treatments, for example, in liquidity weightings of deposits. There will also be some activities that an investment does that a retail bank may not (more usually just a question of scale, however), and different activities will have different regulatory treatments. Generally, there is little difference between private/investment and public retail from a regulatory perspective. Many institutions that pose a risk to the national, or indeed international economy, however, do not formally take deposits, and are to some measure thus outside regulations. There are also many institutions that call themselves banks and receive funds from regulated banks that reside outside the jurisdiction of the BIS or indeed any court in which the lending bank is based. Such transactions are difficult to risk weight and easy to hide and thus sometimes liable to render an ICAAP inaccurate (KPMG International, 2011, p. 11) .
Sometimes shareholding can create a perverse incentive for a bank to take risks as they can demand dividends without risking their own deposits that may not be invested with the bank (Alexander, 2011) . According to The Bank of England, "the role of the PRA in the United Kingdom is thus necessary to address the risks that deposittakers and investment firms can pose more widely to the stability of the system. The failure of deposit-takers can disrupt the payment system and so depositors' ability to undertake economic activity. And some of the lending provided by banks (for example to small and medium-sized companies) may be difficult to substitute via the capital markets, meaning that bank failures or financial weakness can severely affect the supply of credit to the economy as a whole"(Bank of England Prudential Regulation Authority, 2013b). In addition, a company owned by shareholders whose stake is personally leveraged through borrowing from depositors and other creditors will tend to have an incentive to take on more risk than is in the interests of the firm's creditors. This occurs as shareholders may be liable to pay company debt first, in case of bankruptcy, but they typically have only limited liability. They can, however, enjoy the unlimited financial benefits should the investment prove successful.
Problems are often caused by making fixed inflexible rules for a wide variety of banks. This is the case in Basel 2.5, a "half way house" that preceded Basel III. In these rules, the Basel Committee on Banking Supervision confirmed that any bank approved to use its own internal models for correlation books would be subject to an 8% floor based on a standardised measurement approach known as a Comprehensive Risk Measure (CRM), a decision that has attracted significant criticism from banks. For instance, Benjamin Jacquard, London-based co-head of global credit trading at BNP Paribas said, This is a somewhat blinkered approach. The rating-derived standardised method or any risk assessment which a regulator found valid would perhaps lead to punitive treatment of certain essentially sound assets. For businesses that rely on offsetting long and short positions, the measure is problematic as it takes no account of pre-existing risk assessment. Jacquard (Risk.net, 2013) concludes by saying, "if you ever have one tranche with 100 sound investments and a similar tranche with 99 of those same investments, you are running a very low risk -but the standardised method will be very punitive to you because it will assume there is no net positive." The cost of regulation is often considerable both to the bank or insurance company, but also indirectly through the taxpayer as the ultimate funder of the PRA, or in other jurisdictions, other bodies. Consideration must be given to the damping effect of this regulation and cost to the economy generally (Norton Rose Fulbright, 2010 (Risk.net, 2013) .
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FIGURE 1: Credit Risk -Regulatory (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 2: Credit Risk -Internal Assessment (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 3: Market Risk -Regulatory (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 4: Market Risk -Internal Assessment (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 5: Operational Risk (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 6: Liquidity Risk (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 7: Interest Rate Mismatch Risk (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 8: Concentration Risk (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 9: Regulatory (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 10: Regulatory (Farid and Salahuddin, 2013, pp. 4-8) FIGURE 11: Internal Regulatory (Farid and Salahuddin, 2013, pp. 4-8 )"
FIGURE 12: The SREP in more detail (KPMG International in Germany adapted from diagram 1 of CEBS's "Guidelines on the Application of the Supervisory Review Process" under pillar 2).
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